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USMISSION EC BRUSSELS 
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AMCONSUL FRANKFURT 

UNCLAS SECTION 01 OF 02 BONN 16880 

DEPARTMENT PASS TREASURY AND FEDERAL RESERVE 

E.O. 11652: N/A 
TAGS: EFIN, GW 

SUBJECT: EINANCIAL DEVELOPMENTS (WEEK ENDING OCTOBER 
23) 

REE.: BONN 6738 

1. RIPPLES EROM HERSTATT CLOSURE EVIDENT IN SHIFTING 
DEPOSIT PATTERNS IN GERMAN BANKS: ACCORDING TO RECENT 
STATISTICS OE THE BUNDESBANK EOR THE MONTHS OF JULY 
AND AUGUST NON-BANK DEPOSITS IN PRIVATE BANKS ARE DOWN 
SHARPLY. FROM THE END OE JUNE, I.E. SHORTLY AFTER THE 
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HERSTATT COLLAPSE, TO THE END OE AUGUST THESE DEPOSITS 
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FELL BY DM 2.1 BILLION TO DM 9.5 BILLION. THIS RE- 
PRESENTS A NEAR 18 PERCENT DROP WITHIN THE TWO MONTH 
ERIOPERIOD. THE REASON FOR THE DROP CANNOT BE 
SOLELY ATTRIBUTED TO HERSTATT SINCE DEPOSITS IN THE 
BIG THREE (DEUTSCHE, DRESDNER, COMMERZ) BANKS AND IN 
REGIONAL AND OTHER CREDIT INSTITUTIONS (E.G. MARTGAGE 
BANKS) FELL ALSO. THE PERCENT DROPS AMONG THESE, 

HOWEVER, WERE CONSIDERABLY LOWER THAN THAT IN PRIVATE 
BANKS. NON-BANK DEPOSITS IN THE BIG THREE WERE DOWN 
1.5 PERCENT, REGIONAL AND OTHER CREDIT INSTITUTIONS 
DOWN 5.2 PERCENT. CONTRIBUTING TO THIS DEVELOPMENT 
WAS THE APPARENT TENDENCY OF LARGE CREDIT CUSTOMERS TO 
TURN TOWARD THEIR BANK DEPOSITS RATHER THAN TOWARD 
CREDIT IN THEIR EINANCING REQUIREMENTS. IN CONTRAST 
TO THE DRAWDOWN OF DEPOSITS IN THE PRIVATE BANKS THE 
NETWORK OF CITY SAVINGS BANKS (SPARKASSEN) AND AGRI- 
CULTURAL BANKS (VOLKSBANKEN AND RAIEFEISENBANKEN) 
ENIOYED A RISE OF DM 4.1 BILLION AND DM 1.4 BILLION 
RESPECTIVELY, IN THE TWO MONTH PERIOD. 

2. BUNDESBANK EASES CREDIT (REFTEL): THE DECISION BY 

THE BUNDESBANK TO REDUCE THE DISCOUNT AND THE LOMBARD 
RATES BY 0.5 PERCENT AND INCREASE THE REDISCOUNT QUOTAS 
WERE TAKEN, ACCORDING TO BANK PRESIDENT KLASEN, BE- 
CAUSE OE "CHANGED CIRCUMSTANCES ' IN THE GERMAN ECONOMY. 
HE SAID THE MEASURES WERE TAKEN SPECIFICALLY TO FORE- 
STALL A POSSIBLE RISE IN INTEREST RATES ON THE GERMAN 
CAPITAL MARKETS. KLASEN FURTHER SAID THAT WITH THE 
ELEVATED REDISCOUNT QUOTA HE EXPECTS REDUCED USE OF 
LOMBARD CREDITS. 

3. EOREIGN EXCHANGE MARKET: DESPITE A BRIEF RALLY ON 
MONDAY AND EARLY TUESDAY THE DOLLAR CONTINUED ON A 
GENERAL DOWNWARD COURSE DURING THE REPORTING WEEK. 

THE FINANCIAL PRESS ATTRIBUTED THE DEVELOPMENT TO UN- 
FAVORABLE NEWS ABOUT THE U.S. ECONOMIC SITUATION AND 
TO THE DECLINE IN US PRIME INTEREST RATES. ALSO CITED 
WAS AN ANTICIPATED ERIDAY ANNOUNCEMENT OF ADVERSE US 
TRADE FIGURES. DURING THE REPORTING WEEK SPOT 

AND EORWARD DOLLARS DEVELOPED AS FOLLOWS: 
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FORWARD DOLLARS 
(DISCOUNTS IN PCT.P.A.) 

SPOT DOLLARS ONE-MONTH THREE-MONTH 
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DM 2.5750 
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24 2.5775 1.2 1.0 

WITHIN THE JOINT FLOAT THE DEUTSCHEMARK SHOWED 
EVIDENCE OE EURTHER WEAKENING. ALL CURRENCIES RE- 
MAINED ABOVE THEIR DM CENTRAL RATES BUT NON SURPASSED 
THEIR UPPER DM INTERVENTION RATES. 

4. MONEY MARKET: THE GERMAN MONEY MARKET REMAINED 
TIGHT. DURING THE REPORTING WEEK ERANKEURT INTER-BANK 
MONEY RATES DEVELOPED AS EOLLOWS: 
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CALL MONEY ONE-MONTH MONEY THREE-MONTH MONEY 



OCT 


18 9.0-9. 


1 9.2-9.5 


9.7-' 


21 
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9 . 1-99 
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9 . 1-99 



5. MONETARY RESERVES: IN THE SECOND WEEK OE OCTOBER 
(OCTOBER 7-14) BUNDESBANK MONETARY RESERVES ROSE BY 
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DM 0.9 BILLION TO DM 87.2 BILLION. THE PRINCIPAL 
REASON EOR THE RISE WAS THE EXCHANGE MARKET INTER- 
VENTION BY THE BANK IN SUPPORT OP THE DOLLARS. HOLD- 
INGS OP LIQUID FOREIGN EXCHANGE ROSE BY DM 914 MILLION 
AND GROSS LIABILITIES BY DM 13 MILLION. 

6. BANK LIQUIDITY: IN THE SECOND WEEK OF OCTOBER BANK 
LIQUIDITY INCREASED BY DM 2.6 BILLION. THE MAJOR 
FACTORS INCREASING LIQUIDITY INCLUDE A REDUCTION OF 

DM 8 BILLION IN MINIMUM RESERVES HELD AT THE BUNDESBANK 
AND THE ABOVE MENTIONED INCREASE IN BUNDESBANK MONETARY 
RESERVES. LIQUIDITY WAS REDUCED BY THE GROWTH OF 
CURRENCY IN CIRCULATION (DM 1.4 BILLION). THE BANKS 
USED THE INCREASE IN LIQUIDITY TO REDUCE LOMBARD 
BORROWINGS AT THE BUNDESBANK BY DM 2.6 BILLION. 

7. BOND MARKET: DURING THE REPORTING WEEK BOND PRICES 
WERE RELATIVELY STEADY. THE FAZ AVERAGE YIELDS TO 
MATURITY OF OUTSTANDING DOMESTIC BONDS DEVELOPED AS 
FOLLOWS: 

8 PERCENT 7 PERCENT 6 PERCENT 
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